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Introduction

In response to your request .for a briefing on the

economies of the USSR and the PRC, I will begin with the

. (
© USSR, stressing recent developments concerning Westexn

- v‘ ..
trade, the energy situation, and’ agriculture. I will then

turn to China and conclude with a discussion of the

military situation in these two countries. I will use

US-Soviet and US-Chinese comparisons when they seem

approﬁriate and useful.
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THE SOVIikT ECONOMY

I. Overall Performance
A. By steadfast attention to industrial development,

the USSR has become the world's second largest

economic power. ‘ ' /

1. Tt now has a Qross national product of $660
billion, slightly more than half the size
of US GNP.
/Figure -~ US-USSR GNP, 1950-737

2. Soviet economic growth was especially rapid

in the 1950s as the USSR recovered from

wartime devastation. After 1958 the pacé T
gradually slowed. Since 1970, the rate of
growth has been lower in the Soviet Union

than in the US.

\\\\ ' " 3. In absolute terms, the gap between the US
and Soviat economies has increased in recent

! - years.

B. The major support for Soviet economic growth has

been the leédership’s willingness to devote in-

e e e

creasing shares of national output to investment.

1. The share of GNP devoted to investment in

TV s s

new buildings and equipment has grown steadilyA

< g

since the 1950s. The USSR now spends over
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SEGRET

oneiﬁéﬁﬁﬂlof its national product on new
buildings and equipment; the US spends less
than one-fifth for this purpose:

Zfiéure -~ Total New Fixed Investment as a
Percent of GNP, 1950-737 |

Soviet defense and space spending has been
growing about 3% per year since 1960. The '
eéonomy has been growing faster, however, and
the share of defense spending has declined.
Military expenditures impact on the Soviet
economy principally by appropriating some

of the best materials and highest~qua1ity
skilled and professional manpower. But defense

requirements are not the principal Soviet

economic concern. Although the civilian

B

economy would surely benefit from having

more of :these scarce, high-quality resources,

the transfer of a substantial share of the

resources used in military programs to

civilian purposes probably would not boost

overall economic growth much. The problems

bdthering the leadership are of a different

kind, 'and I wili turn to them later in my

presentation.
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4. Because of the policy favofing economic
growth, the Soviet population has had to
be satisfied with a smaller share of the

national product than its US counterpart.

- 2a -
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a. In 1973 the average Soviet citizen consumed |
about one-third as much goods and services
as a US consumer. But this comparison

fails to reflect fully the inferior quality,

assortment, and styling of Soviet clothes

- and durables; the chronic shortages: or the

long queues at retail stores.

/Figure -- Per Capita Consumption, US-USSR/ i

3

Even compared with Eastern Europe, the level
of living in the USSR is markedly low. i

Cc. Except for sewing machines, Soviet consumers

enjoy only a fraction of the durables owned
' by Ué consumers. Many durableé_-— automatic
| washers, dryers, and freezers —-- are no;
manufactured or sold in the USSR.
d. The situation is gradually improving --
| particularly for those on the bottom rung
of the economic ladder. 1In the last +wo
years, production at the new Tol'yatti
plant has brought about large increases
in passenger car output. This has reduced
the waiting period for a new car from 6
years to 2-3 years. Soviet houscholds

also can buy furniture and the better quality

refrigerators with less of a delay.

~—— . -3 -
- o
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/Figure -~ Stock of Consumer Durables, US-USSR/

e, Soviet consumers receive enough to eat in
terms of daily calories. But their diet is
heavily weighted witl starches and low in

_meat, vegetables, and fruit. Although per
capita consumption of meat has increased
by one-fourth since 1965, the average
Soviet citizen still eats only about 40%
as much meat as his US counterpart.

Under Brezhnev, the USSR has made meat
consumption the basic plank in its con-

sumer program.

/[Figure -- Average Diets, US-USSR/
II. ferformance by Sector
A. Turning now to the Soviet strategy of economic develop-
ment in which industry has been the showpiece.
1. During most of the postwar period, industrial
production grew faster in the USSR than in the
United States.
/Figure -- US-USSR Industrial Growth/
: 2. Industrialvdevelopment in the USSR has emphasized
,! heavy industry. In its sirgle minded focus on
economic growth, producer goods have been
favored to the neglect of consumer goods.

/Figure -- Output of Producers' Goods, USSR

f N as a Percent of US/

“
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‘Stocks of Consumer Durables, 1970
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Average Diets, 1971

Composit )n of Diets -

‘USSR us
Meat and Fish

Vegetables,
Fruits, Eggs, etc.

Grain Products
and Potatoes

Sugar

i i
. 52% Grain Products
and Pot;loes

Milk and
Milk Products
(Excluding Butter)

L 25%{ /
Fats and Oils

3200 ——— Calories per day per person ——— 3330
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: Output of Producers’Goods, 1971
) USSR as a Percent of US '
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3. In the past, Soviet industrial production has
been deficient in quality and variety. The
1eadership has been striving to overcome these
shortcomings.

4. Soviet industrial managers, however, are hampered
first by the relatively low technological
levels of their plant and equipment. The
planners also criticize their inefficieqt use
of industriel materiais, although the managexrs
can blame in turn thé shoddy equipment turned
out Ly ‘domestic machinery enterprises and
failures in industrial supply.

5. Efforts to upgrade comestic méchinery and
economize on the use of industrial raw materials

during the past two years have had only limited

sSuccess.

B. Soviet industrial strength has been basad above all
on abundant raw material and energy sources. These

resources are still available but are more expensive

now.

SECRET
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1. Thg USSR's production of metals and minerals
is sufficient in most cases to provide for
both domestic requirements aﬁd Eastern
ﬁuropean needs. The major exceptions are tin
and rubber, which have to be impofted in larxge
guantities.

2. Neverthieless, the Soviet Union has already

I' exploited many of its most accessible mineral
deposits. The bulk of the remaining reserves

' are located in Siberia or the Far East where
the severe climate and lack of transportation

and local labor hinder development. ‘ 3

/Figure -- Comparison of Output of Metals and

Minerals in the US and the USSR/ o E

3. As in the US, Soviet econnmic growth has also
depended on the exploitation of huge energy : é
resoucces.

a. But there are substantial differences in
the'patterh of energy consumption in the
two countries.

/Figure -- US-USSR Primary Eﬁergz?

b. The shift toward oil and gas in the Soviet
energy balance has been rapid. Petroleum
has also been supplied to Eastern Europe

and the West in growing quantities.

S

3
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¢. In recent months Soviet petroleum
officials have complained about the
leadaches that the world energy

crisis has given them.

(1) They claim that the USSR does not
have enough oil to simultaneously
meet its own reqﬁirements, fill the
nesds of other socialist couﬁt;ies,
and continue to expand deliveries
to established markets in capitalist
countries.

/Figure -- USSR Imports and Exports of Oil
and Gas/

(2) Although crude oil outpu£ was
below plan in 1972 and 1973, the
threat of shortages similar to those
facing the US is not imminent.

‘The USSR is a net exporter of about
2 million barrels per day of oil,
almost one-fourth of total domestic
production. About one-half of ﬁhese
exports go the West, especially
Western Europe.

(3) Moscow has little, if any, uncommitted
oil, with which to expand sales to the

West, even.though, its present prices,

T they earn a great deal of hard currency.

- SECRET
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The expanding demand for oil and gas
comes at a time when production from
existing fields is leveling off. The
development of Siberian and offshore
deposits must fill the gap.
(1) 17The exploitation of these new
Sources wili require a huge investment.
(2) Moreover, without foreign -~ and
espécially gS -- help, development
will lbe deiayed because the USSR

lacks some of the critical technologies

needed to drill at great depths and

offshore or to pipe gas across the

Siberian permafrost.

The USSR stands to profit from the interna-

tional oil situation, particularly in the

long-~run.

(1) SoQiet hard currency earnings should
rise sharply because Moscow will get
higher prices for its oil and gas from
Western importers, even if the quantity
sold remains at, or néar the 1973 level.

Soviet ability to exploit the situation in

the short-run is limited by its inability

to expand production rapidly and by Spviet

commitments to supply a major share of
-8 - )
r
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Eastera Europe's oil supplies through 1975
R " at fixed prices -~ about $2.5C per barrel

~-— approximately one-fourth of the current
-4 ‘ o market price.
(1) Nevertheless, Moscow is unlikely to
k : ‘ - reduce its commitments to Eastern
‘Europe to permit larger sales to the
West. The «<conomic disadvaﬁtqge of
Z ) : such sales is offset by a strong
: political motive to avoid upsetting
i the East Euﬁopean economies.

g. Moreover, in the short-run thc Soviet

;5 . ) Unioﬁ also has been stung by the higher
prices the Arab countries are charging
Zf for oil procured‘from them.

;5 : (1) Although the quantities are relatively

g | ' small (300,000-400,000 bpd), most

\?\\ | cf this o0il is delivered on Soviet
account to other Communist countries
-- primarily to Eastern Europe, which

4 i. . - , ) relies on such deliveries for 15-20%

of 'its total oil imports.
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(2) During 1973 the Soviets obtained oil
from Arab countries at relatively
low prices under ba;ter aid and trade
arrangements. Then in December Iraq
and Libya halted deliveries of crude
oil to the USSR because ﬁoscow refused
to pay higher prices -~ about $17 a
.barrelu Iraq also requested that fhe
Soviéts pay for oil in hard cﬁrrency;

(3) Since December‘1973, Iragi crude oil
seems not to have been shipped to the
USSR. As a result, Soviet plans td
obtain 400,000 barrels per day of
Iragi oil during 1974 may not be
realized.

C. Let's turn now to a real economic headache. Sbviet
~ farms remain the weakest link in the economy despite

‘the massive investments devoted to agriculture undex

Khrushchev and Brezhnev.

i. of all.sectors of thé US and Soviet eccnomies,
agriculture offers the greatest coptrast in
terms of organization and efficiency.

a. Successive Soviet leaders have had recurring
| difficulties in assuriny an adequate food

.supply for a growing population.

S Sl

A

Approved For Release 2005/08/22 'YCIA-RDP'8'5T00875R001900020022-2



L U 1 YT Tt A0 AT gl Y1710 | YA M BOUVRIVI AV L A A Yt U SN TS B0 (K AL vy
O ERN T \1 e R S A O R O e o R e B ‘jr',“_.“y L e S

Approved For Release 2005/08/22 : CIA-RDP85T00875R001900020022-2 . .. .. P
SECRET

b. While the USSR has been expanding sown
acrecage in an effort to increase production,
the United States -- until recently -~ had
been reducing the area under cultivation
and struggling with farm surpluses.

2. Soviet agriculture is handicapped by a short
growing season and an extreme continental
climate. As a result, production is ﬁighly
variable. The crop failure of 1972 followed
by a record 1973 harvest is only the most recent
example of the large swings in the crop yields.

3. Soviet farm production has climbed far above
the level of a decade ago. But it is still
not large enough to provide the quality diet
that the Soviet population desires. As in
other developing countries, the demand for meat

is rising faster than incomes, placing a severe

strain on the Soviet grain-livestock economy.

4. Changes in the size of the Soviet grain crop

have world-wide repercussions.

a. Since 1965, Brezhnev's program to provide
the Soviet people with a better diet has

pulled up the demand for grain for use as

feed.

T SEGRET
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b. Through 1971, grain production did not keep
.~ pace with demand, and deep inroads were
made into government stocks.
c. In 1972, with stocks at a dangerously low
" level, bad weather produced a poor grain
c;op; Rather than abandon thé livestock
goals, the regime imported massive quantities
of grain -~ over 24 million tons in fiscal ]
year 1973. Of this total, 18 million tons
were wheat, to replace the Russian wheat
that had been fed to livestock.
‘d. The United States supplied most of the
Soviet grain imports -- 10.5 million tons
of wheat, 3.7 million tons of corn.and a
little rye and barley. These suppliesvof
foreign grain probably would not have been -
available -- at least not on such a large
scale -~ if detente had not improved US%
Soviet relations. . | ) ;
5. In 1973 the gross Soviet grain harvest was a |
record -- about 222 million tons. After dis-
i : : - counting for unusually high moisture content,
‘ . we estimate the net usable grain at about 170

million tons.

H .
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a. The record harvest means that the USSR will
have to import considerably less grain in
fiscal year 1974 -- perhaps 6 milliontons

' of wheat and 6 million tons of other grains.

“About 10 million tons will be supplied by

N

the US.

b. The record crop and continuing imports will >

not only permit a repuilding of stocks-and
. |
continued exports to client states but also

will allow the Soviet Union to offer grain

. for political purposes. The loan of 2

million tons of wheat to India last year

- demonstrates the flexibility the Soviet
regime now enjoyé.

c. The leadership, however, is well aware of
the annual variations in grain outpuf. The
possibility of another poor grain crop and
increased need for grain imports undoubtedly

will continue to influence their attitude

toward detente for many years to come.
III. Looking at Soviet Perceptiqﬁs of Their Economic Situation

We See That:

A. Soviet leaders view the past economic record with a
sense of accomplishment and are not apologe’ic about

their prospects.

o SEGRET
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B. Nevertheless, the Politburo -- like other governments
in the world -- has some persistent economic

issues to deal with. |

l. The fact that, despite great progress, the USSR
remains far behind the US in a number of key
areas troubles Soviet leaders; the emergence
of Japan as a major economic fdrce has add to
this discontept.

2. The slide in the CNP'growth rate of cou;se
worries the leadership because catching uﬁ with
the West depends on Qigorous economic growth. |
Declining rates of growth in productivity are
the core of their problem.

) : a. Past growth was based on large increments’
of productive farm land, new plants and
equipment, and workers. Except for labor,
gro&th rates have aeclined sharply.
b. The chart that we are showing now sheds Some.
light on this problem. It shows the rates
of'growth of manhours worked, fixedvcapital,

and farm land in the Soviet econory. The

chart also presents our rough estimate of
the extent to which changes in both the
quantity and the productivity of manhours,
land, and capital were responsible for past
growth in GNP. _ |

; .
f i e Band 14 -
i ! '

D

Approved For Release 2005/08/22 : CIA-RDP85T00875R001900020022-2




T~ o T R T ey v v‘\‘, TETH

A}

Approved For Release 2005/08/22.: CIA-RDP85T00875R001900020022-2

SECRET

éﬁigure —-- Growth of Manhours, Capital and
‘Factor Productivity in the Soviet Economy,
1950~-80/
From 1950 ﬁo 1958, very rapid growth of capital
stock and the farm land added in Khrushchev's
virgin land campaign helpad bush the rate of
érowth of GNP to almost 7% per year. (The
.rate of growth of manhours was held‘down by
the delayed effect% of the low wartime birth
rate.) But -~ at éhe same time -- the pro-
ductivity of land, labor, and capital increased
almost as fast as combined factor inputs d:d.
c. Before Khrushchev's fall from power, Soviet
ﬁ? - growth slowed becausz the rate of growth of
‘ _inputs declined and because the productivity ;
of land, labor, and capital fell off. The

Brezhnev coalition was able to pull the rate

\\\ o _ . of Soviet economic growth up somewhat in i b

1965-1973. But Brezhnev's success depended

e

on a faster rate of increase of manhours

S ' worked in the economy. The combined productivity
of iand, labor, and capital continued to fall.

Soviet leaders have repeatedly singled out this

® e e—

e o

productivity problem as their chief economic
concern. They realize that in the future their
. - _ economy will have to depend on productivity gains

b rather than on massive additions of men. and

@ _ ‘ ' "equipment.
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3. Another way of looking e% the question of
productivity is to compare lapor productivity
in the USSR and the us. In spite of a
volume of investment per worker neérly up to
US “evels in recent years, Labor-éroductivity
in Soviet industry is roughly half the

. ¥US level.  Soviet industry
grew faster tﬁén US industry because empioy-
ment, not productivity increased more.
Similarly farm labor is only about 10% as
productive in the USSR as in the United States
and the gép is not shrinking, even though
} | Soviet agriculture has received much iargex

investments in *he past decade.

4. The consistently poor performance in productivity

stems from the many managerial problems

P

of a centrzlized and bureaucratic socialism.
Rewards and pressures are directed toward
increasing output, while the introduction of

new technology involves risks of failure.

- 15 -
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Until recently, Conmunist planners
believed that intensive domestic R&D
plus "borrowing" the laﬁast Western
technology would enable the USSR to

gain economic superiority; However,
they underestimated the pace of

Western technology, particularly in
Germany and Japan, and overestimated the
efficiency of their own R&D effort. As

a result, the gap between Communist and

- Western technologies has gradually

widened, leading to increasingly
intensive Soviet efforts to acquire
Western technology.

Thus, Marxian concepts concerning the
inevitability of Western economic
collapse and the superiority of
commw.ism have quitely given way.

Instead, Moscow now considers trade with

the developed West as essential to close

the technological gap.

~ The major channel that the USSR uses to

acquire technology from abroad is the

outright purchase of machinery and

equipment.

L

-r




’f: Approved For Release 2005/08/22 : CIA-RDP85T00875R001900020022-2

: | | SECRET

' @ (1) Other channels have included the
acquisition of technical data, con=-
tacts with Western firms and scientists,v
and formal arrangements for joint
research and exchange of écientific
N ' : and technica% information,

-3 . (2) None of these channels has lived up
k- . ' | . to Communist expectations. Westexn
3 equipment frequently is not as
productive iﬁ a Communist setting

as it is on native ground. Attempts

to exploit foreign technical data or

copy foreign machinery have had mixed
success. In some military fields,

= the results of reverse engineering

— 2. have been good; in civilian sectocrs,

the outcome has been less happy.

PO

d. The onset of detente has dismantled

some of the traditional obstacles to Soviet

'5n . . acquisition of US technology. Medium-—

it e

l, ;5 : term and long-term credits were extended

by the United States after May 1972, re-

sulting in a large increase in Soviet
imports of US equipment and technology.

The relaxation of US export controls since-

E O osw o
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. detente contributed to the rise in
imports, although controls continue to
limit access to very specialized and
sophisticated foreign technology.
5. The commitment to give the consumef a higher
level of living is another major concern of the
_ .Soviet lzadership; quality foods and a better
assortment ana.quality of durables are the
primary objectives.
6. The dwindling supply of cheap resources, parti-
cularly oil, also is high on the current economic
| agenda.
! TV. How have the Soviets Responded to these Needs and Problems
A. The leadership team that assumed power in 1964 has
proceeded on a number of fronts in attacking their
economic problems.

1. The current regime unlike its predecessors, has

cmsards e ramce

given agriculture a consistently high priority.
Q. Since 1965, the share of total investment
-.going to agriculture has averaged almost 20%.
. American agriculture gets less than 5% of
;! US investment.
) fiﬁ s : b, Average incomes of farmers have risen by

over onie-half duirng the Breubrav regime

while nonfarm incomes increased by one-third. ;

; : . | . B . ‘ ' |
* P _ ' . ~ 18 .
T | T SECHET
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c. Brezhnev has just announced an enormous
program to increase and upgrade the farm
lands of European Russia,

(1) ©Last mont.., he declared that 35
| billion rubles would be spent during

1976-80 in the first phase of a 1l5-year
project}to aevelop the non-black soil
‘region of the Russian Republic. This
anount is eguivalent to almost one-fourth
of the totai agricultural investment
planned for 1971-75. The plan calls

for reclamation or improvement of 124
million acres — 79 ﬁillion of crop
land and 45 million of grazing land.

The crop land would be eguivalent to

- about 15% of current sown acrzage.

. Although the non-black soil area has
large tracts éf boggy, uneven leand,

it has high annual precipitation and
responds well to the application of
lime and mineral fertilizer. The Sovieﬁs
hope that the non-black soil region

will provide steady growth in grain

production to counter erratic production

.
L2 e

in the new lands and the sometimes dry

black soil zone.

. =19 -
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3 ~ (2) The Soviets do not have a good
track recoxrd in land reclamation, aad
the Brezhnev program is unlikely. to
work out as announced. In any case,
/'ﬁ : . major benefits from the new program
will not appear before 1980.
A 2. Organizationally, the 1965 economic reform *
- ' f attempted to improve . economrc effrcrency by
i i 1 making managers cost and profit conscious.
po - It enjoyed very limited success because managers
rﬁ ,;l ' were still told to meet output goals at all
;q’ - ‘ . . ©costs. Continued tinkering with the system has
\ o not fundamentally altered managerial attitudes.
t ok | 3. As interest in the economic reforms dwindled,
i | Soviet attention to economic relations with

| the West increased.

\\\\ ’ : © & Traditionally, most of Soviet foreign trade

;e - has been conducted with Eastern Europe.

“3ﬁ b. But trade with the West has become especially

important since the late 1960s.

.
-~

" [/Figure -- USSR Foreign Trade by Major Area/

et

i S ' _ - 20 -
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Recently, the emphasis has shifted to

trade with the US because only the US

had the grains the Soviet Union desperately
needed in 1971~72 and because the US relaxed
the contrcls on sales of machinery to the USSR,
Almost all Soviet trade with the developed
West and some le;s developed countries is

paid for with hard currency, as distinct

from barter trad?. An upsurge in i&morfs

from these areas has not been matched by
increased Soviet exports, resulting in a

hard currency deficit averaging about $250
million annually during 1960-71. Until the
mid-1960s, these deficits were financed primarily
by gold sales. By the end of 1965, Soviet

gold reserves were down to about 900 tons. After

1965 Western government-guaranteed medium- }

and long-term credits applied to Soviet pur-

chases of capital goods replaced gold as the

chief element in financing Soviet deficits.

/Figure -- Hard Currency Merchandise Trade of

the USSR/

Approved For Release 2005/08/22 : CIA-RDP85T00875R001900020022-2.

(1) During 1966-71, the USSR sold very little
gold, and reserves grew to an estimated
1,750 tons. Trade deficits were covered

by an increase of Soviet

- 21
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medium~ and long~term debt to the West
to more than $2 billion.

(2) zIn 1971, debt service -- payments of
pPrincipal and interest -- were equal to
17% of Soviet hard cufrency exports.

(3) The USSR's merchandise trade deficit
with the hard currency area reached a .
record $1.7 bllllon in 1973 ~---largely
because much of the graln purchaseqd in
1972 was delivered in 1973. The USSR
imported at 1éaét $1.5 billion in agri-
cultural products (chiefly grain) and
about $1.5 billion in machinery and
equipment. Soviet export earnings were
higher than in 1972, however.-< in part
because of higher prices for oil.

| o (4 To cover the 1972 déficit, €hé USSR felied

Oon new government-backed net medium-
and long-térm credits and sold gold in
substantial quantities for the first

f!' ' S A time since 1965.

! | ‘ (5) In 1973 the USSR took advantage of high

] | | gold prices and sbld about 300 tons

of gold for about $950 million. Thus

the burden of the USSR's recent trade

o C - 22 -
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4 ; . deficits was lighﬁened considerably

- ) by easy access to W?stern credits

' 3 . and by the windfall‘arising from the
. - sharp increase in the price of gold.

A - In addition, dollar devaiuations per-
mitted the substantial Soviet borrowing
on the Eurodollar market in 1972 to

be repaid with cheaper dollars.

?_ , ‘ VII. Turning Now to the Medium Range Prospects for the USSR

A. The Soviet economy is likely to continue to grow at
.a rate considered good by Western standards, although
o : somewhat slower than in the'past.
| .1. We estimate that the USSR can increase its GNP
from 4% to ‘5% percent per year through the rest
of this decade by adding new contingents of labor
- | R at about current rates thle the péce of capital

S ' : " improvements slows slightly. Of course, this

-

estimate assumes relatively stable internal and
'external political conditions.

AR B. Expanded economic ties with the West will have an

- important place in Soviet plans. |

1. The USSR will almost certainly want to trade more

2 e e .

; i ' with US, especially for high technology products.
2. 'If trade relations with the US were broken, however,

the USSR could find most of what it wants in

Western Europe and Japan. -

¢

-23- SEORET

Approved For Release 2005/08/22 : CtA-RDP85T00875R001900020022-2




e T .\" = BRI G ATiEL A D

Approved For Release 2005/08/22 : CIAfRDP85T00875R00190002.00“2.2-% L

SELI:

a. In this connection, the USSR and
' Japan initialed a document last month
that could pave the way for one of the
biggest economic deals between the two
countries since the end of thé Second
World War., . If a final agreement is
reached, the Japanese will provide a
credit of moxe than $400 million to
help finaﬁce a coal mining project ﬁn
Yakutsk in eastern Siberia. 1In return,
the Japanese will get more than five
million tonﬁ of coking coal annually
for‘16 years beginning in 1983.
' | ' ~ b. The USSR has been particularly sctive
| in increasing its economic relationé
witﬁ West Germany. Recent discussions
have centered on the possible.Wést
German construction of nuclear power
Plants in the USSR, and a contract was
recently signed for the joint development
"of a $1 billion iron ore and steel plant
in Rursk, including approximately $800

i - million in West German exports.

~ 24 -
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C. France has also continued to activeiy
support Soviet development. Within the
last year French firms signed a $150
million contract for the development of
a Siberian cellulose planf and a $100
million contract for the design and
equipping of five petrochemical plants. ’
Discussions have also recently been
held on French participation in the

; ' . - construction of a $1 billion aluminum
f ;l ; | complex.

;f‘ 3. From the Soviet side, the possibilities for

increased trade have improved. Soviet hard

currency earnings, buoyed by rapid price in-

creases for traditional Soviet exports and -

record gold prices, should rise rapidly dve:b

N ' B the next few years. s o f

a. With expenditures for Western grain in 1974 ‘
expected to be half or less of 1973 outlays,

these earnings could easily support a large -

- 25 -
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rise of Soviet imports of Western plant,
. equipment and other goods. Imports of
: ' , machinery and equipment, which rose
sharply in 1972 and 1973, should increase
even faster in 1974-1975. Thé volume of
hew contracts concluded in the past two
i - Yyears has already provided the basis for
3 i such an increase.
ﬁ. . | b. soviet ekports should rise sharply ﬁuring
1974-1975 because of the much higher prices

the USSR will be receiving for oil and raw

S ‘ | materials. With market prices expected to
St ' : range between $7 and $10 per barrsl, oil
i xf ‘, ' exXports alone may earn the Soviets $2-83
billion in 1974 and $2.6-$3.7 billion in
1975. Higher prices for wood products,

chemicals, and coal, along with expanded

R LY

deliveries of natural gas, could push total
Soviet exports to almost $6 billion in 1974
~- double the 1972 level -- and to almost
- . -$7 billion in 1975. '

‘c. Soviet gold sales, however, represent the

!
: :1 1
RN i largest single additional source of potential
' foreign exchange earnings. Soviet gold

resexrves are currently estimated at about

-

S =~ 26 -

L s

Approved For Release 2005/08/22 : CIATRDP85T06875R00190002002272




il e i o R R G i sl R i Uit iy
N

Approved For Release 2005/08/22 : CIA-RDP85T00875R001900020022-2 S e
- n -
SEGRET

2,000 tons; more than adequate in view of

R ' the present level of long-term debt -- $3.6

. billion at the end of 1973. The Soviets

if b would therefore be free to market most, if

not all, of current gold production in

Western markets. Gold sales of this magnitude

. ' | could earn the USSR (at a price of $150 a '
ounce) $1 billion in 1974 and $1.3 billion
in 1975,

d. By continuing to seek large Western credits,
the USSR could buy even more over the short
term. The leadership knows that continued

borrowing at such levels will lead to a more

rapid accumulation of debt and high debt
service payments over the long run. Most of
the large projects being negotiated in‘the
West have called for medium- to long-term credits
‘at interest rates less than the going market
i | rate. But, in view of their improved export
poténtial, Soviets may now pay cash for some. of
) ' A _ these purchases and forego the credits. They -
L; :q : o ' &id just this lést month when they agreed to

pay cash for the West German equipment to ;

be installed during the first stage of building

the Kursk iron ore and steel plant.
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5. Over the long term, the Soviet leadexship's

most difficult problem in the economic sphere
g ‘ .will be how to manage an incfeasingly complex
‘economnmy.
© i . ) a. The economic mechanisms deﬁised by Staiin
'were effective in pulling the country up
3 ' | by the boot straps and'establishing the '
éﬁ' ) basic foundations of an industrialized
country.
" b. The present system, however, pays too little
attention to price, cost, and demand factors,
s R ' ‘. and does not seem well suited to meeting
the needs of a modern society.
c. The challenge facing the current leadership

is to adjust the system to meet these needs

i:w” A , o without surrendering the power they hold L
so deaf. No one -- either inside or 6utside
of the USSR —-- has advanced a convincing
program for economic reform that Qould

achieve this kind of balance.
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4 April 1974
DCI CONGRESSIONAL BRIEFING

THE CHINESE ECONOMY

I. Mr. Chairman, you asked that I also cover the
Cﬁinese economy, and sing%e out the ex§enditures‘
for military purposes, I{propose first to dis-
cuss the general state of the economy, and con-

clude with the issue of military expenditures.

Overall Performance

II. Since the Communists came to power in 1949,
China's economic growth has been strong but er-
ratic. |
(Graphie -- China's GNP)

A. China's GNP has grown by 4 percent annually
reaching a level of roughly $170 billion in
1972, less than 15 percent of US GNP. Per
capita CNP of $190 is only 3 percent of the
Us figure. '

B. National output, which rose sharply in the
1950s, plummeted in the early 1960s following
the disastrous Leap Forward (1958-605. In

1966, just as momentum had been regained,
- . -39-
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Mao: unleashed the Cultural Revolution, and

b ' production again declined. Since 1968, the
%. economy has been growing steadily, and the
- latest ideological rumble--the anti-Confucius

4 ' campaign~-so far has had no noticeable effect

o . on -output.

e . s
3 C. . Though still a poor country, the People's Re-

¥ public of China can boast of many achievements,

including:

--Provision of adequate if austere amounts of

y . food and clothing for 900 million people.
g —-Production of modern military equipment in-
: ﬁ? cluding nuclear weapons, jet aircraft, and
strategic missiles.
i —--Production of a wide and growing variety of
industri-1 goods. |
-~Expansion of petroleum output from near total i
ﬁ dependence on imports to a growing surplus
) %j for export.
i ;E -~-Extension of railroad lines through some of
3 % the world's most difficult terrain.
g .é : D. Nevertheless, China lags 5 to 20 years or more
§ ,iﬁ behind the other large industrial nations in .
B i ié various branches of technology. Although China

% _ -40~
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has been outdistancing other less developed

coqntrien such as India, Pakistan, and Indo-

nesia, it is not gaining ground on the fast-

‘mOQing high-technology nations such as the

United States and Japan.

(Graphic -- China's GNP,\Industry and Agri-

culture) ' g

F. Gntil 1962, China's leaders stressed heavy
industry and defense at‘the expense of agri-
culture and consumer welfare.

1. Industrial production has grown by about
8 percent per annum compared to 2 percent
for agriculture.

2. Afﬁer the "disaster years" of 1959-61--
when China was brought to the verge of

? starvation~-the regime shifted to an

agriculture first policy.

N e

a. The modern sector of the economy
began to supply. agriculture with in-
creasing amounts of chemical fertilizer,
‘pesticides, pumps, seeds, trucks, and

farm machinery.

-41-
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.b. Investment in industry reflected the
new policy. Most nctably, China in
the past two years has contracted
to buy more than $1 billionlworth
of fertilizer and synthetic fiber
plants to strengthen agriculture.

3. Concurfently, there appears to be some
slowdown iﬁ military expenditures and in-
creased emphasis on consumer goods.

4. Also, tb give a fillip to industrial
modernization, China has relaxed its policy
of avoiding foreign debt by arranging to
finance industrial plants through deferred
payments. | |

- Performance by Sector

III. When we look at Chinese economy sector by sector,

it is apparent that agricultural production and

its relatior: to population is still the basic prob-
lem. Some steps have been taken to ease the pres-
sure on agricultural production.
; ' : (Graphic -- Grain Production and Population, 1947-73)
A. China's population is about 900 million and is

continuing to grow by about 2 percent per annum.

) -42-
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B. Available arable land already is being cul-
tivated, so major additions to output must

. be derived through increaseé in yiel@s.

Large investments in fertilizers, water con-
trol facilities, and research are needed.
. C. Though domestic fertilizer production--

-both from moderp and local plants--has been

rising rapidly, the regime has opted for a
rapid boost in output by importing large |
fertilizer facilities from the United States,
Western Europe, and Japan.

. 1. So far the Chinese have ordered 13 urea
plants which will increase urea produc-
tion 8-fold over present levels when they

! come on line in the late 1970s. |

v D. Large investments in synthetic fiber plants
are aimed at relieving the pressure on agri-
culéure to provide additional. natural fibers
at the expense of grain.

E. Considerable investment also has been made in
water conservation, mostly in small projects
in.the south. In north China, major new in-
vestments will be required to provide large-
scale irrigation systems.

(Graphie -- Grain Imports, 1968-73)
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E 1 F. In the meantime, China is spending large
| amounts of foreign exchange on grain and
. cotton. 7.5 million tons of grain, Yalued
at $750 million, were imported im 1973.
Cotton imports also rose sharply to $350
million in ;973.
IV. As for industry, China has vast resources of most

raw materials, and industrial oviput is growing

£ . ' rapidly.

5; = _ A. Energy resources are no problem. Coal and

hydroelectric resources are huge, and petro-

3 P ’ leum deposits appear to be abundant.

' 1. Recent development policies have em-
phasized petroleum, while coal and

electric power are falling short of

g needs.
2. Petroleum output exceeded 50 miiiion
tons (1 million b/d) in 7973, enough
S , to meet domestic needs at the present:
level of industrialization and allow
for exports of about 1 million tons
to Japan. Production from land fields

is being developed rapidly, but off-shore

' -44-
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- exploitation will require further im-
ports of expensive exploration and pro-
duction equipment. Large investments in
pipelines, railroad cars, port facilities,
and tankers also will be needed to distri-
- bute the growing volume of petroleum.
. 3. Coal mining is being expanded with imported
equipment,‘and electric power production
is being strengthened by imported gas
turbines, steam turbines, and boilers, as
ST ' : well as by expanding domestic production
o of generators and other electrical equip-~
ment. Steam power technology is far behind
that of the West, and only a small portion

of China's vast hydroelectric potential

has been tapped.
B. Though considerable progress has been made in ‘

metallurgy, partiuularly steel, China is still
a net importer of metals.
1. Crude steel production, estimated at 25

millioﬁ tons in 1973, was supplemented by

imports of 3 million tons of high-quality

finished steel. Both the raw material

and finishing sectors are lagging. China

;45-
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i§ importing increasing gquantities of
" iron ore, steel scrap, and pig iron, and
. has recently contracted for a $400 mil-
lion steel rolling plant from Japan and
West Germany. N
2. Imports of copper and aluminum are rising
because China has failed to add new capa-

. : N .
: city as needed. China also imports lead,

zinc, nickel, platinum, chromium, cobalt,

and other metals while exporting tungsten,

jE? ; antimony, and tin.

’ c. Chipa is one of the world's largest cotlton
textile‘producers. Nonetheless, production
barely keeps pace with population growth. Cloth
rationing is still an essential economic measure.

D. Despite striking gains in the production of
.machine tools and other types of machinery,
many varieties and sizes are still lacking.
Large quantities of advanced production equip-
ment must still be imported to avoid reduced
growth rates and large technological gaps.

V. In the field of transportation, the Chinese have

proven adept at building railroads and highways in

.

. - -46-
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mountainous terrain. They have also developed
a small transportation equipment'industry that
produces railroad equipment and trucks. ' Never-

theless, primitive forms of transporf still handle

most local traffic.

ig . A. Large quantities of transport equipment-- s
‘including trucks, ships, commercial aircraft,

- ‘ and diesel and electric locomotives--have to

be imported.

(Graphic -- Foreign Trade, 1957-72)

VI. The patterns of foreign trade shifted radically

following the withdrawal of Soviet technicians in
1960. As you can see on this chért, in 1959 the
trade was at a ratio of 70 to 30 percent in favor .
of Communist countries. Since 1965, the figures

[
have been reversed. : i
- a

- i A. Although fo.ceign trade is only a small com-

oy : ' ponent of China's economy, it has been shooting

up in recent years. Total trade jumped from

$4.3 billion in 1971 to $8.5 billion in 1973.
At least half of thié increase probably is ac-
counted for by revaluation of world currencies
and worldwide inflation. .

(Graphic -- Composition of Foreign Trade, 1973)
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B. Major exports are textiles, foodstuffs, and'
raw materials. Imports, as I have already
'meptioned, feature grain, fertilizers, ma-
chinery, and metals. |

C. Trade with the United States jumped from
$110 million in 1972 to $860 million in 1973.
The US was Qecond only to Japan in China's
fqreign trade. " §§°o

lf The US shipped nearly Qggo'million worth
of goods to China, including wheat, corn,
cotton, soybeans, aircraft, and metal

N scrap.

2. In return, the US bought $65 million worth

; of Chinese siik, pig bristles, fireworks,

.f j cotton. fabrics, carpets, tin, and antiques.

| ‘ b. In 1973, China contractedlfor $1.2 billion in

" whole plants--mainly chemical fertilizer and
artificial fiber plants. Medium-term credits
‘are being used to finance about two-thirds of
these contracts.

Prospects - Mid and Long Range

VII. When we look at the mid and long range prospecﬁs

for the Chinese economy, we believe that GNP should

: 18-
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continue to grow by 4 to 5 percent annually.

Such a growth would be sufficient to support

continued e:pansion of industrial capacity, to

supply the population at slowly rising levels

of well-being, and to improve the inventory

\

of modern weapons available to the armed forces.

Al

b vt e o

L VU RS

The political campaign against Lin Piao

and Confucius, hbwever,‘Fhould warn China
watchers against facile étraight—line pro-
jéctions of economic policy and growth pros-
pects. Nevertheless, periods of political
turbulence probably will have a smaller
impact than in the past, because Communist
economic organizatiéns, controls, and

priorities will be more resistant to change.

The pressure of population against the means

‘of subsistence should gradually be relieved

by the growth of national output and, over

the long term, by some successes in popula-
tion ccatrol measures.

Industrial output should increase about 8 per-

cent annually, and agricultural output 2 to

.3 percent.

-49-
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b. For éhe next 10 years or more, China will
continus to benefit from its relative in-
"dustrial backwardness by obtaining plant
- and equipment abroad on which R&D costs
have been paid off and technical problems
ironéd out. . : ,
"; ‘ VIII. As for economic priorities in the future, agri-

ki ‘1
] culture should continue to receive extensive

support from the industrial sector. In any
case,~éteady-increases in yields per hectare
- :m will be essential.
Ef . A. Rising pressure from an increasingly literate
and technically sophisticated population will
probably focus more attention on consumer
) welfare. {
\\;x ' B. In industry, high technology will be emphasized, g
- though small, local plants will account for
large portions of output of consumer goods,

constructiorn laterials, and farm machinery.

IX. In the field of foreign trade, China's oft-stated

goal of self-sufficiency in industry and technology

is not likely to be attained in the foreseeable

?L future.

-50~ -
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A. Peking must continue to rely heavily on Japan,
Western Eurcpe, and the US for various types
of high-technology equipment. |

B. ‘Thé United States will have a particdlar

"advantage in the supply of civil airéraft,
advanced computers, communications equipment,
oil exploration and drilling equipment, and
specialized machine tools.

C. The United States will remain a major supplier
of agricultural commodities, especially grain

in poor harvest years, and cotton.

{ D. China, however, rémembering its experience

; following the withdrawal of the Soviet tech-
| nicians, will maintain a diversity of suppliers.
E. Finally, Peking will try to bring its US trade
closer to balance by modifying products to
" suit Amcrican tastes, and by expanding pro-
duction of commodities with a ready market
in the UST Nevertheless, Sino-US trade will
continue to focus on US exports.

Expenditures for Military Programs

X. I will conclude this prepared statement by dis-
cussing the Chinese commitment of resources to

military programs.

-51- ;
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A. At tﬁe outset, we should note that China has
almost twice as many men under arms as does
‘the US. More than 80 percent of this mili-
tary personnel, however, is assigned to ground
o force units. The number involved with advanced
weapbns--such as strategic missiles, supersonic
ok | , aircraft and modern submarines-—-is small by
either US or Soviet stahdards.
fl“ ' ; B. The Chinese are even more secretive about de-
fense spending than the USSR: they publish no
information on their military expenditures.
f?? o We have recently begun an effort, however, to
i estimaté China's resource commitment to de-
fense, emplcying methodologies similar to those
g ‘ used in estimating Soviet defense costs. The

results of this effort are still preliminary,

but a few generalizations appear to be valid.
C. The problem can best be approached by subdividing
the question into two parts--defense operating

costs and defense procurement costs.

1. Defense operating costs would appear to »

L . have little impact on the economy, largely

because of the extensive use of relatively

unskilled manpower, which in China is cer-

tainly not a scarce resource.

. o -52-
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2. Military equipment procurement costs,

however, impinge directly'and heavily

on the country's modest industrial base.
The term "procurement" as we use it here
includes only the cost of actually pro-
aucing arms and equipment, and does not
include any costs associated with re-
search, development and testing programs.
We have insufficient information to de-
velop valid estimates of resources devoted
to Chinese military research and develop-
ment.

(Graphic -~ Trends in Chinese Military
Procurement)

XI. According to our measures, over the past ten years
there has been a generally upward trend in Chinese
military procurement, with two pericds of rapid
growth, each followed bv a decline.

A. Of particular interest are the two occasions
when the Chinese reduced procurement.

Y 1. The first occurred in 1967 when the dis-

ruptions of the Cultural Revolution caused

a 12 percent reduction.
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An even more drastic cut was made in

1972 when military procurement dropped

by almost 20 percent, primarily as a re-

‘'sult of a cutback in aircraft production.

The reasons for this recent decline is
no£ yet clear. Contributing factors
méy have been:

--New priorities in favor of economic
growth established by a less military-
oriented leadership in the wake of Lin
Piao's purge in late 1971,

—--An inability to develop follow-on ad-

vanced weapon systems.

As you can see on the chart, procurement in

1973 increased slightly over the 1972 level,

but still remains considerably below the peak

of 1971.

Our measures do not yet give a good sense of the

absolute level of outlays in Chineses cost terms.

Still, some undérstanding of the defense burden on

the economy.can be gained by comparing the dollar

index of military procurement with the index of

growth in industrial production.

(Graphic -- Military Procurement and Industrial
Production)
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A. From 1964 to 1971 military procurement rose

considerably faster than overall industrial
. output. Since 1971, the trend has reversed.
This decline in the defense share may be il-

lusory, however, because some procurement

funds may have been diverted into military
“research and development.

B. It should be borne in &ind that military pro-
duction preempts China's most modern produc-
tion capacity and, more important, has first
call on the nation's finest scientific, en-
gineering, and managerial talent.

XIII. China's history of sudden bursts in defense pro-

duction, and equally unexpected reductions, pro-

vides little basis for projecting future military

procurement levels. Given the Chinese leaders'

weaponry, however, we expect the trend in procure-

ment to be upward over the next few years.
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